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Monetary Policy in the European Common Market 


In an article in the Bulletin d'Information et de 
Documentation of the National Bank of Belgium, 
Dr. Otmar Emminger, a member of the Direktorium 
of the Deutsche Bundesbank and Executive Director 
of the International Monetary Fund for the Federal 
Republic of Germany, states that there can be no 
irrevocable liberalization of trade and payments such 
as is essential for a common market unless a healthy 
monetary policy is also practiced by all its members. 
This fact is recognized in Article 104 of the Treaty, 
establishing the European Common Market, which 
obliges member countries to practice an economic policy 
that assures balance of payments equilibrium, while 
safeguarding internal financial stability and a high level 
of employment. 

Dr. Emminger suggests doubts whether the actual 
course of events will always conform to this require- 
ment, and accordingly raises the question whether the 
repercussions of disequilibrating developments upon 
the freedom of trade might be neutralized or prevented. 
Four methods have been suggested for eliminating the 
balance of payments difficulties of members of the 
Common Market—mutual credit assistance, fluctuating 
exchange rates, the “magic formula” of coordination 
of economic and monetary policies, and the establish- 
ment of a uniform currency by means of a currency 
union. 

The idea of mutual credit is particularly attractive to 
those for whom every occasion for creating supple- 
mentary international liquidity seems opportune, espe- 
cially if it takes a form similar to that envisaged in 
Keynes’ Clearing Union. But while mutual credits may 
be useful they are also dangerous if they are used to 
postpone indispensable measures of adjustment. Cred- 
its have to be repaid sometime, and this presupposes 
subsequent balance of payments surpluses for the 
borrower. Chronic balance of payments difficulties 
resulting from excessive discrepancies in wages or prices 
or from persistent budget deficits cannot be removed by 
mutual credits. Credits in aid can be of use only if they 
are given strictly as a temporary measure and go hand 
in hand with a rehabilitation program, and the experi- 
ence of the International Monetary Fund has shown 
that it is often difficult to insist in such programs upon 
sufficiently decisive and effective measures, and to 
carry these measures through if they are opposed in 
Parliament. 


Dr. Emminger stated that in certain circumstances a 
fluctuating exchange rate might be the most appropriate 
solution in a situation of disequilibrium. If a funda- 
mental disequilibrium required devaluation and inflation 
was not yet under control, it might be desirable not to 
determine a new exchange parity immediately. The 
rules of the Fund require realistic exchange rates and, 
at least in practice, permit temporarily fluctuating rates 
in such circumstances until internal monetary stability 
has been attained. Dr. Emminger regretted that the 
Common Market Treaty contains no explicit obliga- 
tion to deal with the problems which would be created 
by the overvaluation or the undervaluation of a mem- 
ber’s currency. It is, however, naive to suppose that a 
permanent regime of fluctuating rates would be satis- 
factory. The adjustments imposed by a fluctuating 
exchange rate upon an economy in disequilibrium will 
be at the expense of certain groups, who will take steps 
to protect themselves. So long as the true source of 
the disturbance remains, fluctuating rates are no guar- 
antee of permanent equilibrium. A fluctuating rate 
system may offer a serious temptation to politicians to 
follow the path of least resistance by resort to budget 
deficits and wage inflation. Fluctuating rates within 
the Common Market would, moreover, subject both 
trade and capital transactions to grave uncertainties. 
Forward markets give satisfactory protection against 
such uncertainties only if there is a fair assurance of 
stability in the spot rate. The free movement of capital, 
which is an essential feature of the Common Market, 
would be scarcely conceivable in a regime of fluctuating 
rates. Fluctuating rates are dangerous where monetary 
policy is weak, and superfluous where a firm monetary 
policy is being applied. 

Each member of the European Economic Community 
(EEC) must maintain balance of payments equilibrium 
with the rest of the world mainly by appropriate internal 
economic and monetary policies; at least the present 
degree of convertibility and transferability of currencies 
must be maintained if effective payments relations 
within EEC are to be maintained. Member countries 
will therefore have to proceed in step with one another, 
with price and demand developments not deviating 
much from those in the rest of the world, and in par- 
ticular in North America. Wages, the most important 
cost factor, should develop in each country more or 
less in accordance with the development of labor 
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productivity, and over-all demand should expand at 
about the same rate in relation to the possibilities of a 
balanced expansion of production. The harmonization 
of wage movements will be especially difficult, and 
employers and wage earners should attach greater 
attention than hitherto to the necessity of not deviat- 
ing too far from other members of the Common 
Market. The coordination of fiscal and monetary policy 
does not mean that all members of the Common Market 
should adopt identical policies; in some circumstances, 
it would require the adoption of contrary policies. A 
surplus country should normally adopt an expansive, 
and a deficit country a restrictive, credit and financial 
policy. The important thing is the common objective 
of internal stability, which as a rule will also ensure 
external stability. The means for achieving this end 
may be different in different countries. A common 
Strategy does not necessarily imply common tactics. 

Dr. Emminger rejects the solution of a monetary 
union on the ground that the organs of the EEC have 


Europe 


U.K. Bank Rate 

The U.K. bank rate was reduced on November 20 
from 4% per cent to 4 per cent. This is the fifth 
reduction this year and brings the rate to its lowest 
level since 1953 (see this News Survey, Vol. XI, p. 57). 
A reduction had been generally expected for some time, 
but the timing of the cut caused some surprise. Prices 
of gilt-edged bonds improved, and share prices moved 
ahead sharply to a new high for the year. In foreign 
exchange markets, sterling weakened a little after the 
announcement, but then recovered. 

A Bank of England official stated that domestic 
activity in general has declined somewhat and there are 
indications of less pressure for private investment. The 
need to watch for any build-up of inflationary pressures 
is recognized, though it is believed that some fears now 
current are not well grounded. He pointed out that the 
strength of sterling has been maintained and that the 
trade figures have been satisfactory up to this point. 
It was considered that the reduction in the bank rate 
would help arrest the trend toward lowering stocks in 
industry and, in the longer term, would aid fixed capital 
investment. 

Following the cut in the bank rate, overdraft rates 
will be lowered, though some borrowers will receive 
less than %2 per cent reduction or no reduction at all. 
This is because minimum overdraft rates, which are 
normally arranged between the bank and the borrower, 
are now effective in some cases. The clearing banks’ 
deposit rates will be reduced to 2 per cent. It appears 
that rates charged to customers by finance houses may 


no means at their disposal which would enable them to 
accept responsibility for a common currency. The estab- 
lishment of a common currency is possible only as the 
final step in the development of complete integration, 
with a supreme authority whose competence covers the 
political and the financial domains. If, however, the 
member countries subject themselves to the require- 
ments necessary for the efficient functioning of an 
Economic Community, their currencies will attain such 
a degree of convertibility that the economic results will 
in all respects be similar to those of a monetary union. 
The integration of the European economy will depend 
upon the internal economic and monetary policies of 
each member, and each member will therefore have the 
right to show far greater interest than previously in the 
policies adopted by its partners. 


Source: Banque Nationale de Belgique, Bulletin d'In- 


formation et de Documentation, 
Belgium, August 1958. 


Brussels, 


not be affected for some time; similarly, it is unlikely 
that any reduction in mortgage rates below 6 per cent 
will be made before the end of the year. 


Source: The Times, London, England, November 21, 
1958. 


U.K. Overseas Trade 


U.K. exports, including re-exports, in October were 
£279.0 million, £27.7 million more than in September; 
however, they were £4 million, or about 1142 per cent, 
lower than in October 1957. Although still below 1957 
levels, exports have been recovering in recent months: 
whereas in the second quarter of 1958 they were 8% 
per cent less than in the corresponding period of 1957, 
in the third quarter the drop was narrowed to 1 per cent. 
One of the reasons for the recovery was the considerable 
rise in exports to the United States, which in October 
were £42.3 million, £7 million more than in September, 
and for the first ten months of this year were 12 per 
cent higher than in the corresponding period of 1957. 
Exports to the countries of the European Common 
Market during the first nine months of this year were 
about £2 million less than exports to the United States; 
thus the latter has become the largest single market for 
U.K. exports. 

Imports in October, at £328 million, were £17 mil- 
lion above September imports and 6 per cent more than 
the average for the nine months. For the ten-month 
period through October, they were 912 per cent below 
their value in the same period of 1957. As a result, 
the trade deficit in the period January-October 1958 
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fell to £345.5 million, from £580.5 million in the corre- 
sponding period of 1957. 


Source: The Financial Times, London, England, No- 
vember 13, 1958. 


Ireland's Capital Investment Plan 


The Irish Government, in a White Paper outlining 
its program for economic expansion, estimates that the 
rate of growth of real national income will be double 
the present rate of 1 per cent per annum, as government 
capital expenditure is increased by £53.4 million in the 
next five years. Thus the total of such expenditure 
would be raised to £220.4 million during this period. 
The major schemes to be financed with government aid 
during the next five years include a nitrogenous fertilizer 
plant costing £6-8 million, expansion of the steelworks 
at Haulbowline at a cost of £2 million, construction of 
new fishing harbors and fish-processing plants (£3 mil- 
lion), and improvements to passenger-handling facilities 
at ports (£1 million). Also, £8.75 million will be spent 
on new subsidies for phosphate fertilizers, to lower the 
price by £4 per ton from the world price; but this aid 
to agriculture will be partly offset by dropping the major 
part of the Land Reclamation Scheme, which would 
have cost £2.25 million in this period. 

The capital requirements of the program would be 
met partly from increased savings, external borrowing 
from international lending institutions, encouraging 
direct foreign investment—now increasing in impor- 
tance—and applying all available resources to domestic 
productive purposes rather than allowing external 
reserves to accumulate further. 


Source: The Financial Times, London, England, No- 
vember 12, 1958. 


Denmark's Balance of Payments 

Denmark’s balance of payments on goods and serv- 
ices account for the first half of 1958 showed a surplus 
of DKr 544 million (US$79 million), in contrast to a 
deficit of DKr 233 million ($34 million) for the first 
half of 1957. Exports exceeded imports by DKr 205 
million, whereas in the first half of 1957 there was a 
trade deficit of DKr 525 million. Net freight earnings 
of the Danish merchant marine sailing in foreign trade 
alone, excluding freight from foreign to Danish ports, 
continued to decline: for the first half of 1958 they are 
estimated at DKr 375 million, compared with DKr 470 
million in the first half of 1957. 

The balance of payments on goods and services by 
areas shows that, of the total improvement of about 
DKr 775 million ($112 million) from the first half of 
1957 to the first half of 1958, about DKr 565 million 
was in trade with the EPU area and about DKr 150 
million in trade with the United States and Canada. 
For the first half of 1958, there was a surplus with all 


areas: DKr 337 million with the EPU area, DKr 66 
million with the United States and Canada, DKr 45 
million with Latin America, and DKr 96 million with 
the rest of the world. 

The total improvement in the foreign exchange posi- 
tion of the banks and official institutions during the 
first half of 1958 amounted to DKr 286 million and 
DKr 243 million, respectively. Of the latter figure, 
DKr 176 million was due to a repurchase from the 
International Monetary Fund in June 1957, DKr 10 
million to a drawing by the International Bank for 
Reconstruction and Development in connection with 
loans to other countries, and DKr 58 million to install- 
ments on the public debt. The main part of the improve- 
ment of DKr 206 million in the foreign exchange 
holdings of the National Bank was in dollar holdings, 
which increased by DKr 110 million, to DKr 846 mif- 
lion ($122.5 million), and in EPU currencies, in which 
the net debt declined by DKr 73 million, to DKr 512 
million ($74 million). 

The foreign exchange holdings of the banks rose 
further, by DKr 336 million, in the third quarter of 
1958, at the same time that DKr 16 million was paid 
off on the long-term foreign debt. On the other hand, 
the Government received DKr 25 million from West 
Germany as an installment on the refugee account. 
Thus, the foreign position of the banks and the official 
sector showed a total improvement of DKr 327 million 
($47 million). 

Source: Statistiske Departement, Statistiske Efterret- 


ninger, Copenhagen, Denmark, October 28, 
1958. 


Sweden's Balance of Payments 

Sweden’s balance of payments on goods and services 
resulted in a deficit of SKr 440 million (US$86 million) 
in the first half of 1958, about SKr 80 million more 
than during the same period of 1957. The trade deficit 
decreased by SKr 42 million, to SKr 1,017 million; net 


income from shipping fell by SKr 125 million, to 
SKr 600 million; and the deficit on account of other 
invisibles appears to have been about SKr 25 million, 
the same as a year earlier. Capital transactions, includ- 
ing securities, resulted in a net outflow of SKr 20 mil- 
lion, or SKr 14 million more than during the first six 
months of 1957. 

Source: Swedish International Press Bureau, Bulletin, 

Stockholm, Sweden, November 11, 1958. 


Swedish National Debt 

Sweden’s national debt rose by SKr 1,544 million in 
the fiscal year 1957-58, compared with an increase of 
SKr 1,341 million in the previous budget year. Data 
on the distribution of the national debt show that market 
holdings rose by SKr 1,321 million and those of the 
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Riksbank by SKr 223 million. The increase in market 
holdings consisted of SKr 788 million by the commer- 
cial banks, SKr 209 million by the Postal Check Service 
and Post Office Savings Bank, and SKr 324 million by 
insurance companies, savings banks, etc. The total 
amount of the national debt at the end of the budget 
year was SKr 18,362 million, of which 40 per cent 
was held by the Riksbank, the Post Office, and other 
state authorities and funds. Of the total, SKr 4,491 
million, or 24 per cent, falls due for redemption within 
one year. 

Source: Svenska Dagbladet, Stockholm, Sweden, No- 

vember 6, 1958. 


Balance of Payments of Federal Republic of Germany 


The balance of payments surplus on goods and serv- 
ices account of the Federal Republic of Germany 
amounted to DM 6,356 million in the first three quar- 
ters of 1958, compared with DM 5,563 million in the 
corresponding period of 1957. The increase was the 
result of an improvement in the trade balance; the value 
of exports continued to rise while that of imports 
remained more or less stable. 

The Bundesbank believes it to be quite remarkable 
that exports have remained so high despite the diffi- 
culties existing in some world markets and the decline 
which has been apparent for about 18 months in export 
orders. According to the Bundesbank, the substantial 
exports have been due in part to the fact that industry 
in general still had substantial backlogs of orders which 
made it, for a time, immune to the decrease in current 
bookings. Moreover, it seems that recession and bal- 
ance of payments difficulties of other countries have 
affected the German export position very little; the 
reason for this appears to be the composition of German 
exports, i.e., German exports consist mainly of invest- 
ment goods and other industrial products in high de- 
mand (e.g., automobiles). 

In further explaining the continuance of the German 
export boom, the Bundesbank mentions that the balance 
of payments difficulties of many countries, especially 
of those whose output is mainly primary products, have 
been reduced this year as the countries concerned have 
been helped to build up a more liquid position. In this 
respect, the Federal Republic has been active, and also 
German private export firms have aided by greatly 
lengthening the periods for payment for some deliv- 
eries. The regional classification of exports shows that 
the supporting factors mentioned above have aided 
chiefly exports to countries overseas which, in the first 
nine months of 1958, were 7 per cent greater than 
exports in the corresponding period of last year, while 
German exports to Europe seem to have been affected 
somewhat by the slackening of economic activity in 
Europe. 


The surplus on account of services, on the other hand, 
has continued to decrease. This is all the more remark- 
able since net foreign exchange income from transac- 
tions with foreign troops in Germany has increased 
considerably. However, this increase has been out- 
weighed by the complete reversal of the net position on 
travel account. As a consequence of the spectacular 
increase of German tourist travel, the Federal Republic 
will have in 1959, for the first time, a deficit in its net 
exchange position on tourism. 


Source: Deutsche Bundesbank, Monthly Report, Frank- 
furt am Main, Germany, October 1958. 


Middle East 


Loan for Aswan High Dam 

The U.S.S.R. has offered the United Arab Republic 
a loan equivalent to US$100 million for the construc- 
tion of the first stage of the Aswan High Dam. The 
credit will finance the estimated direct foreign exchange 
expenditures, i.e., for materials, equipment, and tech- 
nical assistance that will be supplied by the U.S.S.R. 
The rate of interest is 2.5 per cent per year. Payments 
begin after 4 years and are to be spread over a 12-year 
period. 

The total direct costs of the full Aswan High Dam 
project have been estimated at about $1.3 billion, of 
which $400 million would be in foreign exchange and 
the remainder in local expenditures. The project could 
probably be completed over a period of 12-20 years. 


Source: The Middle East Institute, The Middle East 
Journal, Washington, D.C., October 31, 1958. 


Pakistan's Exchange and Credit Policy 

Pakistan’s exchange holdings increased by about £6 
million during the second week of November. Further 
increases were expected as illegal holdings by Pakistan 
nationals abroad were surrendered within the period 
of grace being allowed by the new Government. The 
ratio of gold bullion and foreign exchange to total notes 
issued, which had been 31.10 per cent at the end of 
September, rose to 35.31 per cent. 

The State Bank of Pakistan also announced the 
removal of restrictions which had been imposed on bank 
credit last year. Commercial banks were asked by the 
State Bank to liberalize their policy of advances against 
goods. 

Sources: The Times, London, England, November 17 
and 18, 1958. 


Far East 


India’s Balance of Payments 

The import restrictions imposed in India in 1957 
(see this News Survey, Vol. X, p. 124) had a marked 
effect upon the balance of payments in the first half 
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of 1958. Government imports rose to the record 
figure of Rs 2.6 billion (US$545 million). Private 
imports, however, fell by Rs 1.15 billion. About Rs 620 
million of the decline was accounted for by capital 
goods imports. 

Partly because of falling prices, exports of tea, jute 
manufactures, and cotton textiles recorded substantial 
falls. The dock workers’ strike in Calcutta also had 
some effect upon export earnings. The gap in the 
balance of payments narrowed slightly in the first half 
of the year, to Rs 1,960 million. This was financed by 
drawing Rs 770 million from reserves and by a net 
capital inflow of Rs 1,190 million, which included loans 
from the World Bank, part of a Russian credit for 
the Bhilai steel plant, and advance receipt from the 
United Kingdom of three more installments in respect 
of the excess pensions fund. 


Source: The Times, London, England, November 14, 
1958. 


Change in Exchange System of Taiwan 

The Chinese Government in Taiwan announced on 
November 20 that a single selling rate of NT$36.38 
per U.S. dollar and a buying rate of NT$36.08 per 
dollar are to be applied to all foreign exchange trans- 
actions. Prior to this change, an official selling rate 
of NT$24.78 per U.S. dollar was applied to payments 
for essential imports and for outgoing remittances by 
the Government, and a buying rate of NT$24.58 was 
applied to export proceeds from sugar, rice, and salt, 
and remittances received by government agencies (see 
this News Survey, Vol. X, p. 350). A second selling 
rate, NT$36.38, was applied to payments for all other 
imports and all other invisibles. The corresponding 
buying rate, NT$36.08, was applied to the receipts 
from other exports and to private remittances. 


Source: The Journal of Commerce, New York, N.Y.., 
November 21, 1958. 


U.S. Loan fo Taiwan 


The U.S. Development Loan Fund and the Republic 
of China have signed an agreement for a $3.2 million 
loan to the Taiwan Railway Administration, to assist 
in carrying out a dieselization and modernization pro- 
gram for the Taiwan railway system. The loan will help 
finance the importation of 12 diesel electric locomotives 
and the installation of central traffic control on part of 
the Taiwan railway system. 


Source: Department of State, Press Release, Washing- 
ton, D.C., November 12, 1958. 


U.S. Loans to Korea 

The U.S. Development Loan Fund has approved two 
loans for the Republic of Korea: $3.50 million to 
improve Korea’s telecommunications system, 80 per 


cent of which was destroyed during the Korean war, 

and $2.14 million to expand the Tong Yang Cement 

Manufacturing Company plant at Samchok, increasing 

production by 120,000 metric tons per year. 

Source: The Japan Times, Tokyo, Japan, November 1, 
1958. 


United States and Canada 
Business Conditions in the United States 


The seasonally adjusted index of industrial produc- 
tion in the United States rose 1 point in October, to 
138 per cent of the 1947-49 average; this was 9 per 
cent above the recession low point in April of this 
year but 5 per cent below the index in the summer of 
1957. Output of nondurable goods reached a record 
rate in October, the increases being widespread. The 
index of durable goods production was unchanged 
from September, reflecting restricted production of 
automobiles owing to strikes; schedules for November 
indicate a doubling of automobile output. Output of 
construction materials was maintained at the September 
level, with the exception of output of the glass indus- 
try, which was affected by strikes. Steel mill operations 
rose by about 10 per cent in October, to 74 per cent 
of capacity. Production of furniture and most other 
consumer durables was maintained at high levels. 

Nonfarm employment in October, after adjustment 
for seasonal changes, declined by 120,000 persons, to 
50.7 million. This decline reflects industrial disputes 
in durable goods industries; employment in most other 
major industries either was maintained or rose. The 
average workweek declined, contributing to a reduction 
of average weekly earnings. Unemployment on a sea- 
sonally adjusted basis fell to 4,847,000 persons in 
October; this was 100,000 less than in September and 
400,000 below the 1958 peak in August. Unemploy- 
ment amounted to 7.1 per cent of the labor force, com- 
pared with 7.6 per cent in August of this year and 
4.7 per cent in October 1957. Seasonally adjusted 
retail sales, which had declined in September, rose by 
2 per cent in October, and were close to the peak rate 
attained in the summer of 1957. 

Private housing starts in October rose to a seasonally 
adjusted annual rate of 1,260,000 units, the highest in 
three years. Total new construction reached a new 
high annual rate of nearly $51.5 billion, owing mainly 
to increases in private residential and public highway 
construction. Total construction in 1959 is presently 
forecast at $52.3 billion, indicating a new high in both 
value and physical volume. Increases in public and 
private residential building and in the construction of 
highways will account for nearly four fifths of the 
increase, and commercial building is also expected to 
rise. Outlays for manufacturing plants and public utili- 
ties are expected to decline. 
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In the third quarter of 1958, national output was at 
a seasonally adjusted annual rate of $439 billion, 
$10 billion above the rate in the second quarter. Almost 
half of the increase resulted from a decline in the rate 
of inventory liquidation and a rise in nonfarm residen- 
tial construction; investment in producers’ durable 
equipment was unchanged. The rise in personal con- 
sumption expenditures was due largely to greater pur- 
chases of nondurable goods and services; durable goods 
accounted for only about 15 per cent of the increase. 
Two thirds of the rise in government purchases in the 
third quarter was accounted for by federal purchases. 

The importance of the decline in gross private domes- 
tic investment this year is shown by a comparison of 
national output in the third quarter of 1958 with output 
in. the third quarter of 1957; the decline was from an 
annual rate of $66.7 billion in the third quarter of 
1957 to $53.7 billion this year. Inventories shifted 
over the period from a net accumulation of $2.2 billion 
to a net liquidation of $5.0 billion; outlays on producers’ 
durable equipment this year were $5.7 billion, or 20 
per cent, lower than a year ago. Net foreign investment 
in the third quarter of 1958 was at an annual rate of 
$0.5 billion, compared with $3.6 billion in the third 
quarter of 1957. These declines were offset in.part by 
increased government purchases and personal consump- 


tion expenditures. The annual rate of government pur- 
chases was $6.3 billion higher than a year earlier, with 
the increase larger in federal than in state and local 
purchases. Personal consumption rose by $3.2 billion, 
as a decline in durables was more than offset by a rise 
in nondurables and services. 


Sources: Board of Governors of the Federal Reserve 
System, Press Release, Washington, D.C., 
November 14, 1958; The Wall Street Journal, 
November 17, 1958, and The Journal of 
Commerce, November 21, 1958, New York, 
N.Y. 


U.S. Barter Program 


Recent revisions in the U.S. barter program will 
permit a resumption of activity in coming months. The 
number of foreign-produced materials which may be 
bartered for U.S. farm surpluses has been increased 
from 16 to 26. No barter contracts have been consum- 
mated since early September, pending the designation 
by the President of a new list of materials for barter 
purposes. In order to reduce the likelihood that barter 
sales of farm products will replace “normal” sales for 
dollars, the Department of Agriculture has classified 
countries abroad into three categories, depending upon 
the historical volume of their imports of U.S. farm 
products. Countries in Group A are those which nor- 
mally purchase large quantities of U.S. products, and 
permission for barter with this group will be difficult to 


obtain. In Group B are countries whose purchases have 
been small; thus barter arrangements here would not 
reduce U.S. “normal” exports significantly. Group C 
comprises countries with few materials to offer in 
exchange for U.S. farm products; moreover, these coun- 
tries are not promising markets for such products. No 
estimates are available of the expected future volume of 
barter contracts, but they are expected to be larger 
than the $61 million of contracts entered into during 
the year ended June 30, 1958. 
Source: The Journal of Commerce, New York, N.Y., 
November 17, 1958. 


Canada’s Foreign Trade 


After various upward and downward movements in 
1957, Canadian exports, adjusted for seasonal changes, 
declined in the first quarter of 1958, rose in the second 
quarter, and fell again in the third quarter. Imports 
continued to fall throughout the first three quarters of 
this year, but the rate of decrease was less than in 1957. 
For the nine-month period, exports were valued at $3.6 
billion, almost 1 per cent less than in the same period 
last year, and imports were $3.8 billion, a decline of 
about 11 per cent. The greater decrease in imports 
resulted in a reduction of the trade deficit to less than 
$200 million, from $660 million a year earlier. The 
deficit with the United States declined to $530 million, 
from more than $900 million in 1957. Exports to the 
United States were some 2 per cent less than in the first 
nine months of 1957, and imports from the United 
States fell by more than 14 per cent. With exports to 
the United Kingdom rising and imports falling, the 
trade surplus with that country improved by about $20 
million, to $175 million. Mainly on account of large 
shipments of Canadian-financed wheat to India and 
Pakistan, exports to the Commonwealth countries 
increased by more than 29 per cent in the first nine 
months of 1958; in contrast to a small import balance 
in the 1957 period, there was an export balance of 
$65 million in 1958. Both exports to and imports 
from other countries declined, and the trade surplus 
was reduced to $90 million. 


Source: Dominion Bureau of Statistics, Daily Bulletin, 
Ottawa, Canada, November 6, 1958. 


Latin America 
Economic Developments in Mexico 


President Ruiz Cortinez of Mexico, in his final mes- 
sage to Congress on September 1, reviewed the major 
achievements of the Mexican economy during the period 
December 1952-August 1958 and examined the pros- 
pects for the immediate future. Despite two interna- 
tional economic recessions, several droughts, and various 
physical misfortunes during the last six years, the 
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Mexican economy grew at an annual average rate of 
7 per cent during the period 1954-57. This rate was 
twice the rate of growth of population and higher than 
the rate attained in the period 1939-52, which was the 
period of most rapid economic growth in the history 
of Mexico up to that time. The President said that 
recovery from the current U.S. recession, of which 
there were already signs, would result in a better mar- 
ket for Mexico’s exports and the strengthening of its 
other exchange receipts. Since Mexico’s agricultural 
prospects are favorable, the economy can expect a return 
to a rate of growth more rapid than that of 1957. 
National production of Mex$103 billion in 1957 was 
4 per cent greater than in 1956, when it had exceeded 
national production in the previous year by 7 per cent. 

The economic growth of Mexico during the last six 
years has been well balanced. The average annual 
increase in the value of agricultural production was 
6 per cent, and in the value of industrial production 
8 per cent. Total investment in 1957 was Mex$15 
billion, of which private investment amounted to 
Mex$10 billion. For the six-year period ending Decem- 
ber 1958, public investment is expected to total Mex$25 
billion. This investment has been financed from the 
Government’s own resources (42 per cent), the 
resources of state enterprises (29 per cent), and inter- 
nal and external credit (29 per cent). The internal 
financing, which amounted to 13 per cent of the total, 
has been noninflationary. The creditworthiness of 
Mexico abroad facilitated external financing to the 
extent of 16 per cent. Mexico's total public debt now 
amounts to Mex$10 billion, of which Mex$4 billion 
is internal debt, Mex$3.5 billion is the debt of Nacional 
Financiera, and Mex$2.5 billion is direct external debt. 
Mexico’s total public debt is equal to 10 per cent of 
the national product, which is a lower proportion than 
that of many other countries. The policies of the 
monetary authorities for the regulation of the volume 
of bank credit have been one of the reasons for the 
stability of the economy in the last four years. These 
policies, the President said, should be maintained at 
any cost. 

To promote greater social justice and to strengthen 
the economic base, it has been the conscious policy 
of the Government to increase welfare expenditures 
in rural areas and to ensure an ample supply of basic 
commodities for general consumption. During the 
period surveyed, the total annual increase in wages 
and salaries of government employees averaged 
Mex$300 million. Real wages in the main industries 
increased by 25 per cent. Wages and salaries increased 
proportionately more than national income and the cost 
of living; they constituted 26 per cent of national 
income in 1952 and 33 per cent in 1957. 


The diversification of the Mexican economy con- 
tinues, and the volume of exports shows a rising trend. 
The decline in world prices, however, caused a deteri- 
oration of the Mexican terms of trade, which continued 
throughout the first half of 1958. This development, 
accompanied by extraordinary imports of corn and 
increased purchases of gasoline and refined oil prod- 
ucts, resulted in a decline of $28 million in the inter- 
national reserves of the Bank of Mexico during 1957. 
The unfavorable trade balance was compensated, to a 
great extent, by large receipts on foreign travel account 
and by an inflow of foreign capital, and several other 
factors suggest the likelihood of improvement in the 
next few months. Corn stocks have been replenished 
to the extent of 500,000 tons. Stocks of basic food- 
stuffs held by CEIMSA amount to Mex$1 billion. The 
new installations of PEMEX (Petréleos- Mexicanos: 
have made possible a 66 per cent reduction in imports 
of gasoline and other refined petroleum products. 
Sulphur exports will be greater this year by 350,000 
tons, and receipts on account of tourism will probably 
exceed last year’s receipts by 6 per cent. Despite the 
unfavorable factors operating on the balance of pay- 
ments in 1957 and 1958, the holdings of gold and 
foreign exchange of the Bank of Mexico on August 29 
were $386 million. International reserves are now 
recovering after the seasonal decline which occurred 
between February and July. 

Source: Nacional Financiera, S.A., El Mercado de 
Valores, Mexico, D.F., September 8, 1958. 


Guatemalan Trade Policy 
Guatemalan customs duties on imports from Bel- 
gium, France, Portugal, and the United Kingdom have 
been doubled as a reprisal against the failure of these 
countries to purchase Guatemalan coffee. This measure 
was taken in view of Guatemala’s unfavorable trade 
balance with each of these countries and the fact that 
Guatemala’s exports to them have been severely lim- 
ited by their policy of buying coffee in their own 
colonies. 
Source: Banco Nacional de Comercio Exterior, S.A., 
Comercio Exterior de México, Mexico, D.F., 
November 1958. 


Other Countries 
Australian Wool Sales 


Wool prices in Australia fell for successive weeks 
after the middle of September to a point some 10 per 
cent lower than the prices recorded at the opening 
sales of the season. Thereafter prices fluctuated a little, 
the market being to some extent supported by demand 
from Eastern European countries which are often 
spasmodic buyers. 

For the period October 1958-March 1959 the Japa- 
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nese Ministry of Trade and Industry will allocate 
exchange for the purchase of 450,000 bales of wool. 
The allocation for the corresponding period of the pre- 
vious year covered 521,000 bales. Of the allocation for 
the first half of the fiscal year, April-September 1958, 
75,000 bales which were not then purchased may be 
carried over to the current period. The purchases for 
the whole year should approximate 800,000 bales, some 
11 per cent less than in 1957-58. 


Source: Bank of New South Wales, Review (Wool 
Notes), Sydney, Australia, October 31, 1958. 


New Zealand Borrowing in New York 


The New Zealand Government has issued on the 
New York market $10 million of 12-year 5% per cent 
bonds at a price of 99 to yield about 5.615 per cent to 
maturity. A sinking fund providing for semiannual 
payments of $395,000 commencing June 1, 1961 is 
calculated to retire 75 per cent of the issue by maturity. 
The bonds will be redeemable at the option of New 
Zealand after December 1, 1968. 

This issue follows the credits of $46 million arranged 
in October 1958 with New York bankers, which were 
essentially short-term, and the £10 million two-year 
overdraft arranged with the Midland Bank in London 
in September 1958 (see this News Survey, Vol. XI, 
pp. 88 and 119). This overdraft remains available in 
full, to be drawn in accordance with the needs of New 
Zealand's balance of payments; but to the extent that 
New Zealand is satisfying its requirements by longer- 
term borrowing in New York, the use of the London 
overdraft will be lessened. There was some concern 
in New Zealand about the magnitude of the maturities 
of external debt over the next two years, and this fund- 
ing operation was considered desirable. 


Sources: The Economist, London, England, Novem- 
ber 5, 1958; The Wall Street Journal, New 
York, N.Y., November 20, 1958. 


Decimal Coinage in South Africa 


The South African Decimal Coinage Commission, 
which was appointed in 1956, has recommended a 
decimal coinage system based on a unit equivalent to 
ten shillings and consisting of 100 bronze cents and 
10 silver shillings. The pound would cease to be the 
money unit, and the half-crown (2s. 6d.) would be 
abandoned. The new system would cost the Govern- 
ment about $25 million in compensation to machine 
companies and owners of adding machines, electric 
gasoline pumps, cash registers, and price-computing 
scales. The foreign exchange involved in acquiring 
new machines would be more than $23 million. 


Source: Information Service of South Africa, South 
African Scope, New York, N.Y., Novem- 
ber 1958. 


Nigerian Federal Finance 


The recommendations of the Fiscal Commission 
which reported in July on the problems of federal 
finance in Nigeria were accepted in substance by the 
Nigerian constitutional conference which met in London 
in September and October. The sources of revenue 
under the direct control of the Nigerian Regional Gov- 
ernments have been insufficient to meet their needs, 
and it has been necessary for the Federal Government 
to make large grants to the Regions. The Fiscal Com- 
mission was directed to draw up a scheme which put 
the greatest possible revenues under the independent 
control of the Regions. It has estimated that its recom- 
mendations will increase the independent revenues of 
the Regions from 36 per cent to 63 per cent of total 
regional revenues and that the federal surplus, which 
is needed to finance capital development, will be reduced 
by about one quarter over the next three years. The 
Regions are to levy sales taxes on export produce, 
such as cocoa and palm oil, in place of the export 
duties now collected by the Federal Government. Per- 
sonal income tax will also become a completely regional 
responsibility, whereas hitherto income tax on expatri- 
ates has been in the hands of the Federal Government. 
Of revenues from mineral royalties, which previously 
accrued to the Region in which the revenues originated, 
50 per cent will in future go to the Regions, 20 per 
cent being retained by the Federal Government, and 
30 per cent distributed between the Regions by way of 
a “distributable pool.” Thirty per cent of the yield 
from import duties, which previously was distributed 
between the Regions according to a rough estimate of 
their consumption of imports, will also be paid into 
the “distributable pool,” of which 40 per cent will be 
paid each year to the Northern Region, 31 per cent 
to the East, 24 per cent to the West, and 5 per cent to 
the Southern Cameroons. 


Source: The Bankers’ Magazine, London, England, 
November 1958. 
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